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March 14,2000

Mr. Walter H. Webb
Chair, AICPA Peer Review Board
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881

Dear Mr. Webb:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Mr. James Curry
Chair, PEEC
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Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881

Dear Mr. Curry:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Mr. Michael A. Conway
Chair, SECPS
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881

Dear Mr. Conway:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

February 29, 2000
Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775

Attn: ED 99-2
Gentlemen:
The AICPA’s Professional Ethics Executive Committee (PEEC), SEC Practice Section
Executive Committee (SECPS), and the AICPA Peer Review Board are pleased to submit
this comment letter to the Independence Standards Board with regard to ED 99-2,
Employment with Audit Clients.

We strongly agree with the Board’s conclusion that the threats to auditor independence
when a professional leaves the firm to join an audit client can be mitigated by
establishing appropriate safeguards and that a "cooling-off period” is unnecessary.
We have two points regarding Paragraph 5 for your consideration prior to responding to
the specific questions outlined in the Exposure Draft:
• We believe that the proposed standard should define what is meant by the phrase
“joins an audit client” noted in the first sentence since this term is unclear as to how it
might apply to non-employee consultants.
• The second sentence of this paragraph states that the standard does not apply when a
former firm professional joins the board of directors of a firm audit client as a non
executive director. We believe that the standard should deal with situations when
former firm professionals join the board of directors of a firm audit client.
With regard to the specific questions outlined in the Exposure Draft, we have the
following comments:
Q1.
Rather than restricting the scope of the proposed standard to an arbitrary
group of professionals joining audit clients in particular positions (e.g., partners
joining audit clients in responsible financial reporting positions), the standard
recognizes that the threats to auditor independence identified apply in differing
degrees to a wide variety of professionals in a wide variety of situations. Therefore,
the standard covers all firm professionals leaving to join firm audit clients, and
provides criteria to use in adapting the specified safeguards to the facts and
circumstances of the situation. Considering the need to apply judgment to comply
with the Standard, are its requirements sufficiently clear?

We believe it is appropriate for the Standard to cover all professionals within the firm
although we recognize that any purported threat to independence is generally reduced
when the individual who leaves the firm is a non-owner member of the firm. For
example, in most cases, a staff person would not have the same level of influence over
American Institute of Certified Public Accountants
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 07311-3881 • (201) 938-3000 • (212) 318-0500 • fax (201) 938-3329 • www.aicpa.org
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the audit engagement team as a former partner could conceivably have. Accordingly, we
agree that the safeguards implemented by the firm should be dependent on the various
criteria listed in no. 6a.-f. of the Exposure Draft, which includes consideration of the
position of the departing professional at the audit firm.
In our opinion, the requirements of the Standard are sufficiently clear.

Q2.
The SEC Practice Section’s membership, and therefore, its peer review
program, do not include firms operating outside of the United States, even those
affiliated with U.S. firms. And while peer review programs have been adopted in
certain other countries, their use is not widespread. Consequently, under the
proposed standard, many foreign firms auditing SEC registrants may have to
engage an independent practitioner to assess and report on their compliance with
these requirements. Some believe that imposing such a requirement on foreign
firms, who may not have many SEC-registrant clients, would be burdensome.
Should the standard make an exception to the peer review requirement for non-U.S.
firms? Why or why not?

The ISB does not have the authority to require changes in peer review requirements and
accordingly, we believe paragraph 14 should be deleted from the Exposure Draft. Should
the ISB request the SECPS Executive Committee to make such changes, we would be
happy to entertain them.

With respect to firms who are members of the SEC Practice Section, including their
foreign affiliates, we believe that it would be appropriate for peer review to include
testing of those elements of a firm’s quality control system relating to ensuring
compliance with this proposed standard. As you know, the existing peer review
requirements include a number of specified tests to address the concerns of various
regulators. We would be glad to consider any recommendations from the ISB in a
separate communication to amend our requirements to include required testing for this
new standard.
An example of such a recommendation might be as follows:
Compliance with the provisions of this standard will be subject to testing under
the scope of the AICPA SEC Practice Section’s peer review program. Firms that
are members of other established peer review programs (such as foreign
auditors) shall ensure that the scope of the peer review performed includes an
evaluation of the firm's compliance with the provisions of this Standard. This
would include an assessment of the effectiveness with which safeguards were
implemented by reviewing a sample of the audit engagements subject to this
Standard. Firms whose audit practices are not subject to at least tri-annual peer
review must, at least every three years, engage another practitioner to assess
compliance with these requirements and to issue a report on the results of that
assessment.
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Q3.
Are there other safeguards that would be effective in protecting
independence when audit firm professionals go to work for an audit client? If so,
please describe these safeguards.
We believe that the proposed safeguards in the Exposure Draft are sufficient.

Q4.
The proposed standard calls for full settlement of all capital accounts when
former firm partners join audit clients, regardless of the amount of time that has
elapsed since their departure from the firm. The standard also requires settlement
of retirement balances in these situations when the benefits are not both de minimus
to the firm, and fixed as to amount and timing of payment. In addition, retirement
benefits must also be settled when a partner joins an audit client within two years of
leaving the firm.

When a firm professional other than a partner leaves to join a firm audit client, the
proposed standard calls for settlement of all retirement balances and other financial
interests that are not both de minimus to the firm, and fixed as to amount and
timing of payment. In addition, the firm must also consider whether retirement
benefits and other financial interests should be settled when a former firm
professional (non-partner) joins an audit client within two years of leaving the firm,
based on the position that the professional has accepted at the client.

Are the distinctions in the proposed standard between the treatment of capital
accounts and retirement benefits appropriate? If not, why not? Are the distinctions
between the treatment of professionals that have joined audit clients within two
years of their departure from the firm, and those that join clients subsequently
appropriate? If not, why not? Are the distinctions between the treatment of former
firm partners and other professionals appropriate? If not, why not?
We are not in support of a “full-payout” requirement in situations where the capital
account and retirement benefits due to the former partner are immaterial to the firm. A
requirement to “cash out” retirement benefits to a former partner can have severe adverse
tax impacts on the partner. The indebtedness of the firm to the former partner in amounts
immaterial to the firm, at worst, minimally threatens the appearance of independence.
In light of this minimal threat, we believe that the other safeguards described in the
Exposure Draft effectively mitigate that threat.
If the Board concludes, however, that all capital balances between the firm and the
former partner must be settled in full regardless of materiality or the length of time that
has elapsed since the partner’s departure from the firm, then we do not believe that the
treatment for capital accounts should differ from that proposed for retirement benefits.
Specifically, capital accounts should also be permitted to be funded through a “Rabbi
Trust” or similar trusts and subject to the same materiality and fixed terms requirements
as for retirement benefits under the proposed Standard.

3

The distinctions between the treatment of former firm partners and other professionals are
appropriate.
Q5.

Is the proposed effective date of the standard appropriate? If not, why?

We believe that the effective date of June 30, 2000 is appropriate, subject to acceptance
by the SEC.
We appreciate this opportunity to comment. We would be pleased to discuss in further
detail these comments and any other matters with respect to the Board’s Exposure Draft.
Sincerely,

James Curry
Chair
PEEC

Michael A. Conway
Chair
SECPS
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Walter H. Webb
Chair
AICPA Peer Review Board
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Mr. Kenneth E. Dakdduk
PricewaterhouseCoopers
101 Hudson Street, 26th Floor
Jersey City, NJ 07302
Dear Mr. Dakdduk:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

PRICEWATERHOUSECOOPERS

March 13, 2000

Mr. Arthur Siegel, Executive Director
Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775
Dear Mr. Siegel:
PricewaterhouseCoopers (PwC) is pleased to submit comments1 on the Independence
Standards Board’s (ISB or Board) Exposure Draft (ED) 99-2, Employment with Audit
Clients. We support the Board’s efforts to explore the independence ramifications
associated with employment with audit clients.

General Comments
Scope
Paragraphs 3 and 4 describe certain threats and concerns that may arise when a firm
professional joins an audit client as an employee. To the extent those threats and
concerns are valid (see our comments below), they would be similar to the potential
threats that could arise when a professional takes a non-executive board position with the
client. However, the Board has elected not to address those positions and notes in the ED
that existing rules cover those situations. We believe that guidance is needed to address
those situations because the existing rules are at best unclear. For example, some of the
examples in Section 602.02.f of the U.S. Securities and Exchange Commission’s (SEC)
Codification of Financial Reporting Policies and some SEC staff no-action letters suggest
that some sort of cooling-off period may be necessary in connection with non-executive
1 The comments in this letter have been developed from the perspective of our firm as an ISB constituent. As you
know, PwC’s chief executive officer, James J. Schiro, is a member of the ISB. In carrying out his responsibilities as a
board member, Mr. Schiro intends to fully exercise objectivity with a view to helping the ISB to reach conclusions on
this project that are in the best interests of independence standard-setting and the investing public. The comments in
this letter have been developed consistent with that goal but should not be viewed as necessarily indicative of Mr.
Schiro’s personal views and do not serve to bind him to any particular thought process in his role as an ISB member.

Mr. Arthur Siegel
Independence Standards Board
Page 2 of 7

board positions. However, one no-action letter provides for an exception to a cooling-off
period if the firm has enough funding (e.g., in its qualified ERISA trust) to cover two
years worth of the retired partner’s pension benefits (and indicates that the cooling-off
period should be two years). Further, some board positions appear to require the firm to
sever its financial ties with the former partner, including full cash-out of his or her unpaid
pension benefits. However, there appears to be nothing in the public record that defines
which positions would carry that requirement. Moreover, a requirement for a cooling-off
period is inconsistent with the provisions of the ED. If the final standard does not require
a cooling-off period, it would seem inappropriate to continue to use it for situations
involving board positions.
The frequency with which partners may take board positions with audit clients is
potentially quite high for retired partners. Thus, we believe it is important that the ISB
address this area as part of this project. Developing guidance on this subject is essential
for the Board to develop a thorough framework on the independence ramifications
associated with partners joining audit clients.

Threats to Independence
Paragraph 4 of the ED discusses the “perceived threats to auditor independence when the
former partner or professional has retirement benefits or a capital account with the
accounting firm.” In assessing the perceived threats listed in paragraph 4, we do not
believe that the threats described in 4(a) or 4(c) are substantive.
Perceived threat 4(a) considers the possibility that such a financial relationship “may
create the appearance that ties between the audit firm and the partner/professional have
not been severed - that the firm has placed its “own man” (or woman) at the client,
functioning as management, and is in effect auditing the results of its own work.” We
accept that a partner’s capital account in the firm can be viewed as a financial interest in
the firm and we agree that such interests should not be permitted to continue if the partner
joins an audit client. We do not, however, believe it is necessary to cash-out the partner’s
retirement benefits in all cases (discussed later). In cases where the only remaining
connection between the firm and the former partner is his or her unpaid retirement
benefits, we do not believe that the firm has placed its “own man/woman” at the client
and frankly we have never heard of this situation being viewed in such a manner.
Further, we think it is unrealistic to suggest that the audit firm in this situation will
effectively be auditing its own work just because the former partner or firm professional
has unpaid retirement benefits with the firm.

Below are our responses to the questions contained in the ED.

Mr. Arthur Siegel
Independence Standards Board
Page 3 of 7

Questions for which Comments are Requested
1. Considering the need to apply judgment to comply with the Standard, are its
requirements sufficiently clear?
We believe that the following areas would benefit from added clarification.

Paragraph 7
The standard requires that “firms shall have formal policies requiring firm professionals
participating in an audit engagement to immediately notify the managing partner (or his
or her designee) in any situation involving potential employment considerations or
negotiations with the audit client.” We believe that notification of situations involving
potential employment considerations in the case of a firm professional other than a
partner should be made to the engagement partner. If the engagement partner is
considering employment, however, then the notification requirement should be to the
managing partner. The criteria could be reworded as follows:

Firms shall have formal policies requiring its professionals participating in an audit
engagement to immediately notify the engagement partner of any situation involving
potential employment considerations or negotiations with the audit client, and the
individual must immediately be removed from the engagement. If the professional
considering employment with the audit client is the engagement partner, the required
notification should be made to the managing partner (or his or her designee).
Paragraph 8
Paragraph 8 discusses the review requirement if a firm professional accepts employment
with an audit client “after participating in the current or the prior year audit.” The
guidance provides that in that situation a review should be conducted of the audit work
performed by that professional “in the most current audit.” Use of the phrase “in the
most current audit” appears to mean that if the former professional participated in the
prior year’s audit but not the current audit, there would be nothing to review. If this is the
Board’s intent, it would be helpful if the Board clarified this in the final standard. If this
is not the Board’s intent, our recommendation is to clarify the guidance as follows.

When a professional accepts employment with an audit client and he or she
participated in the current or the prior year audit of that client, the engagement
partner or his or her designee shall ensure that the audit work performed by that
professional in the current audit, or in the prior audit if they did not participate in
the current audit, was performed with objectivity and impartiality by having
someone at least one level higher than the departing professional review such

Mr.-Arthur Siegel
Independence Standards Board
Page 4 of 7

work.

Paragraphs 15 and 16

It is unclear how (or whether) the guidance in paragraph 6 should be considered when
applying the provisions of paragraph 15. Paragraph 15 seems to imply that no
consideration should be given to the position to be taken by the former partner and that
cash-out of retirement benefits would be required in all instances if either 15.a. or 15.b. is
met. Read in isolation, paragraph 15 would mean that any employee position, even one
that is not a key position, taken by a former partner with an audit client would require
cash-out of his or her retirement benefits. That is inconsistent with the discussion in
paragraph 6, which provides several factors to be considered in determining how to adapt
safeguards to particular situations, including the factor described in paragraph 6.c. —
“the position [the former partner] is taking at the client.” It is also inconsistent with the
guidance provided in paragraph 16 for professionals other than partners, which explicitly
provides that the determination of whether retirement benefits and other interests should
be settled is based, in part, on the position that the professional takes with the client.

We believe that if the threats described in paragraphs 3 and 4 are not present because, for
example, the former partner is employed in a non-executive, non-financial, non-sensitive
position, cash-out should not be required. We presume that this is what was intended by
paragraph 6 and suggest that paragraph 15 be clarified to indicate this. If this was not
intended, we recommend that the Board reconsider paragraph 15 in light of the guidance
in paragraph 6 and our comments above.
In footnote 1, the Board makes the assumption that loans are the equivalent of a financial
interest. It is our understanding that the ISB is planning to undertake a project on
financial interests, which would, in part, seek to determine the types of financial
relationships that constitute a financial interest. We therefore think it is premature for the
Board to suggest that loans are financial interests. Accordingly, we recommend that
loans be described as “financial arrangements” or “financial relationships” in the interim.

Paragraph 26
Where a firm’s failure to comply with the full cash-out provisions of the standard for a
partner is inadvertent and isolated, the Board does not intend that independence be
deemed impaired in that situation. We agree that that situation should not be deemed an
impairment of independence. However, we believe that provision also should apply to
members of the professional staff and that the standard should clearly state this. Tracking
the employment activities of professional employees who still have retirement benefits
and other interests with the firm after they leave can be an extremely difficult process.
This is primarily because of the volume of professional employees employed by a large

Mr. Arthur Siegel
Independence Standards Board
Page 5 of 7

firm (particularly in the case of the “Big Five” accounting firms) and their high rate of
turnover. In addition, tracking a former employee’s employment activity after he or she
leaves a firm must rely, in large part, on the former employee notifying the firm of that
activity. As a result, it is not inconceivable that occasional and inadvertent failures to
comply with the payout provisions of this standard could occur for professional
employees. Accordingly, we recommend that the Board extend this provision to
professional employees.

2. Should the standard make an exception to the peer review requirementfor non-U.S.
firms? Why or why not?

First, in connection with U.S. firms, the ED requires an assessment of the effectiveness
with which safeguards were implemented by reviewing all or, if agreed to by an
independent party overseeing the peer review program (such as the Public Oversight
Board), a sample of the audit engagements subject to this standard. We agree that there
should be a system in place to monitor ongoing compliance with the provisions of the
standard. However, we believe that system is already encompassed in the normal,
ongoing peer review program, which utilizes a selection process to test for compliance.
Accordingly, the standard’s requirements with respect to evaluating a firm’s compliance
should be consistent with existing peer review requirements; that is, subject to a selection
process rather than 100% testing.
With respect to non-U.S. firms, as a matter of comity, we strongly recommend that an
exception to the peer review requirements of this standard be made for non-U.S. firms.
Many non-U.S. countries and their regulators seek to protect investors and promote
confidence in their securities markets, just as the U.S. does. The fact that auditors in
those countries adhere to independence rules that sometimes are not as restrictive as those
in the U.S. has not, to our knowledge, caused investors in those countries to lose
confidence in their auditors, their securities markets, or the markets of other non-U.S.
countries. Additionally, as more cross-border transactions occur, the application of U.S.
independence requirements to the rest of the world will become increasingly unworkable.
Differences between U.S. requirements and the requirements of various non-U.S.
countries often fail to pass a common sense test in those countries. Requiring non-U.S.
firms to incur the cost of engaging an independent practitioner in order to comply with
the requirements of this standard would be one such example. Accordingly, we believe
the Board should explicitly state in the standard that such a requirement does not apply to
non-U.S. firms, including non-U.S. affiliates of U.S. firms.
3. Are there other safeguards that would be effective in protecting independence when
audit firm professionals go to workfor an audit client? Ifso, please describe these
safeguards.

Mr. Arthur Siegel
Independence Standards Board
Page 6 of 7
One additional safeguard that we believe the Board should consider is whether retirement
benefits held in a qualified ERISA trust would also meet the settlement requirement of
the standard. Amounts in a qualified ERISA trust are protected from a firm’s creditors,
and its assets are not reported on the firm’s balance sheet. Subject to a few narrow
statutory exceptions, amounts contributed to an ERISA trust cannot be returned to the
firm until all benefit obligations have been satisfied. The payment of benefits from the
trust and the maximum and minimum contribution requirements are regulated by law
(i.e., the Internal Revenue Code and ERISA). Further, such trusts are administered by an
independent trustee who has a fiduciary duty to plan participants. Thus, we think ERISA
trusts produce at least the same separation as a rabbi trust. Accordingly, we recommend
that the Board consider whether the current practice of cashing out the benefits in such
trusts when a partner becomes an officer of an SEC audit client should continue. If more
information would be useful to facilitate a better understanding of an ERISA trust, we
would be pleased to establish a meeting for the Board or staff with our ERISA experts to
discuss this.
4.a. Are the distinctions in the proposed standard between the treatment of capital
accounts and retirement benefits appropriate? If not, why not?

We believe that the distinctions made between the treatment of capital accounts versus
that of retirement benefits are appropriate, in that the distinctions take into consideration
fundamental differences between the two.
4.b. Are the distinctions [relative to the settlement of retirement benefits] between the
treatment ofprofessionals that have joined audit clients within two years of their
departure from the firm, and those that join clients subsequently appropriate? If not, why
not?

We previously expressed our view that the position taken by the former partner should be
relevant in assessing whether a cash-out is required. If the position is one that would
warrant cash-out, we do not understand why a de minimis and fixed test works only if the
former partner has been gone from his or her firm for more than two years. In our view,
there is no incremental appearance threat during the first year or two after a partner’s
departure if benefits that are de minimis and fixed are not cashed out. Accordingly, we
believe that it is unnecessary to require cash-out merely because the former partner joins
an audit client within two years of leaving the firm. Whether the partner’s retirement
benefits should be cashed-out should depend on the position he or she takes with the
client and on whether the benefits are de minimis and fixed, similar to the assessment to
be made for determining whether to cash-out a professional employee’s retirement
benefits.

Mr. Arthur Siegel
Independence Standards Board
Page 7 of 7

If the Board concludes that cash-outs should be tied to the period during which the
professional has been gone from the firm when he or she joins a client, it would seem
appropriate to tie that requirement to the one-year period used in paragraph 6. If the
Board decides to stay with a two-year period, it would be helpful to include a rationale
for this inconsistency in the Basis for Conclusions.

4. c. Are the distinctions between the treatment offormer firm partners and other
professionals appropriate? If not, why not?

Except for the distinctions noted in 4.b. above, we believe that the distinctions made in
the ED are appropriate.
5. Is the proposed effective date of the standard appropriate? If not, why?
If the final standard contains the two-year provision regarding cash-out requirements, we
strongly recommend a one-year extension of the effective date to June 30, 2001. As
written, the new standard will necessitate the development and implementation of new
tracking systems for former partners and professional employees to enable firms to
accomplish cash-outs a) as required under the standard during the two-year period
following departure for partners (paragraph 15.a.), and b) for professional employees
(paragraph 16) if considered necessary. The time it would take to develop adequate
systems would likely go beyond the proposed June 30, 2000 effective date.

We appreciate the opportunity to express our views and would be pleased to discuss them
with you in detail. If you have any questions, please contact Robert H. Herz (973-2367217) or Kenneth E. Dakdduk (212-596-7140).

PricewaterhouseCoopers LLP

Susan McGrath

03/13/00 02:20 PM

To: SUSAN LANGE/NY/AICPA
cc:
Subject: Response to ED 99-2

cc:Mail Forwarding Information

Susan, if you haven't received the original PwC letter on employment, please print out this attachment for
me and Art.
I would not circulate it to the others - I would expect the original by tomorrow, and then you
can give everyone a copy.
______________________________ Forward Header __________________________________
Subject: Response to ED 99-2
Author: MIME:kenneth.e.dakdduk@us.pwcglobal.com at INTERNET
Date:
3/12/00 8:31 PM

Here is our response letter to ED 99-2. Sorry for the lateness.
can
still get it into the main Board package.

I hope you

(See attached file: PwCFinalResponseLetteronED99-2.doc)
Incidentally, on the spelling of the word de minimis, Webster's Ninth New Collegiate Dictionary, page 1386,
spells it like I've spelled it.
It also
goes
on to say, on page 1545, that "foreign words and phrases that have not been naturalized in English are
usually italicized in print. The decision as to whether or not a word or phrase has been naturalized in
English will vary according to the subject matter and the expected audience of the passage in which it
appears. In general, any word entered in the main A-Z vocabulary of this dictionary need not be
italicized." The word de minimis is not contained in the A-Z vocabulary of the dictionary. Accordingly, I
believe italicization would be appropriate.

Thanks for taking this this letter so late.
to
you. 212-596-7140.

Call me if I can be of any help

The information transmitted is intended only for the person or entity to which it is addressed and may
contain confidential and/or privileged material. Any review, retransmission, dissemination or other use of,
or taking of any action in reliance upon, this information by persons or entities other than the intended

recipient is prohibited.
from any computer.

If you received this in error, please contact the sender and delete the material

PWCFINALRESPONSELETTERONED99-2.DOC
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March 13,2000

Mr. Robert J. Kueppers
Deloitte & Touche LLP
Ten Westport Road
P.O. Box 820
Wilton, CT 06897-0820

Dear Mr. Kueppers:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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March 13, 2000

Mr. Richard M. Goligoski
Deloitte & Touche LLP
Ten Westport Road
P.O. Box 820
Wilton, CT 06897-0820

Dear Mr. Goligoski:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Technical Director

Susan McGrath, CPA
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March 13, 2000

Mr. Jeffrey D. Schaberg
Deloitte & Touche LLP
Ten Westport Road
P.O. Box 820
Wilton, CT 06897-0820
Dear Mr. Schaberg:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.

William J. Cashin Jr, CPA, CFA
Director
Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Deloitte &
Touche
Deloitte & Touche LLP
Ten Westport Road
P.O. Box 820
Wilton, Connecticut 06897-0820

Telephone: (203) 761-3000

March 10, 2000

Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, New York 10036-8775
Attention: ED 99-2

Re:

Exposure Draft 99-2: Employment With Audit Clients

Dear Sirs:

We appreciate the opportunity to comment on Independence Standards Board (“the ISB” or “the
Board”) Exposure Draft 99-2, Employment with Audit Clients (“the ED”), which sets forth
various proposed standards to mitigate threats to auditor independence when audit firm
professionals accept employment with clients. We support the issuance of guidance regarding
employment, subject to resolution of the matters discussed in the balance of our letter. The
following paragraphs summarize our responses to the specific questions posed by the ISB in the
ED and highlight additional ideas and concerns.

General Comments
ED 99-2 as well as other items added to the Board’s agenda are likely to result in new ISB
Standards adopted prior to the completion of the framework. While we are cognizant of
continued pressures on the Board to timely address issues that require immediate solutions and
constraints, we continue to encourage the ISB to finalize a principle-based conceptual
framework under which all auditor independence matters would be evaluated, prior to the
issuance of further standards.
Questions and Responses
Question 1:

Rather than restricting the scope of the proposed standard to an arbitrary group ofprofessionals
joining audit clients in particular positions (e.g., partners joining audit clients in responsible
financial reporting positions), the standard recognizes that the threats to auditor independence

DelottteTouche
Tohmatsu
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identified apply in differing degrees to a wide variety ofprofessionals in a wide variety of
situations. Therefore, the standard covers all firm professionals leaving to join firm audit
clients, and provides criteria to use in adapting the specified safeguards to the facts and
circumstances of the situation. Considering the need to apply judgment to comply with the
Standard, are its requirements sufficiently clear?

Response
We believe the standard should specifically address or clarify the following matters:

•

We believe that this ED should be conceptually consistent with the ED on Family
Relationships Between the Auditor and the Audit Client (“Family Relationships ED”). As
the Family Relationships ED has evolved, so has a conceptual understanding and definitions
of employment positions that pose threats to independence. As presented to the Board and
discussed at the February 17, 2000 ISB meeting, the Family Relationships ED distinguishes
different types of employment with audit clients by their characteristics and relative threats to
independence. We believe that the considerations and distinctions given to various levels of
employment in the Family Relationships ED are also applicable to the employment of former
audit firm professionals.
The threats to independence posed by a former audit firm professional accepting employment
in a capacity that is not “audit sensitive” and where the position does not exercise
“significant influence” (as defined in the Family Relationships ED) are substantially
diminished compared to those posed by employment in such significant or sensitive
positions. Employment by a former audit firm professional in a position that neither
exercises significant influence nor is audit-sensitive poses little or no threat to independence.
Such positions should be specifically addressed in this ED, consistent with, and utilizing the
same terminology as, the Family Relationships ED.

•

The fifth paragraph of the ED excludes non-executive directorships from the scope of the
proposed standard. While such directorships are covered by existing rules, we believe
registrants, the accounting profession and the investing public would be better served by
including the independence requirements for non-executive directors within this proposed
standard. In our opinion, inclusion of existing rules regarding non-executive directors will
serve to aggregate and simplify the body of independence rules and guidelines, consistent
with the mission of the ISB.

•

Paragraph eight states that in-depth reviews should be performed “.. .as soon as possible after
the individual announces the intention to join the audit client.” It is our belief that the
effectiveness of the safeguard would not be compromised if such a review is performed prior
to the client’s next SEC filing in which an audit report appears (or incorporated by reference)
after the individual’s announcement, unless such a review is impracticable prior to that date.

March 10,2000
Independence Standards Board
Page 3

♦

Paragraph sixteen of the ED requires “consideration” of various factors when a firm
professional other than a partner accepts employment with an audit client. We believe the
proposed standard should be consistent with the Family Relationships ED which currently
requires “formal consultation within the firm in specified situations.” If the final standard
includes distinctions as currently contemplated in paragraph sixteen, we believe that the
“considerations” currently contemplated should be revised to require “formal consultation
within the firm”. The specific considerations in paragraph sixteen are beneficial but should
be presented in the standard as non-inclusive examples.

•

We recommend that the standard address the extent to which employment of former firm
professionals with audit clients should be communicated with audit committees as
contemplated by ISB Standard No. 1, Independence Discussions with Audit Committees.
Specifically, we recommend that the standard should clarify that communication with the
audit committee would be required only when the employment situation is one involving a
“audit sensitive” position or a position of “significant influence” as defined in the Family
Relationships ED.

Question 2:

The SEC Practice Section’s membership, and therefore, its peer review program, do not include
firms operating outside of the United States, even those affiliated with U.S. firms. And while
peer review programs have been adopted in certain other countries, their use is not widespread.
Consequently, under the proposed standard, many foreign firms auditing SEC registrants may
have to engage an independent practitioner to assess and report on their compliance with these
requirements. Some believe that imposing such a requirement on foreign firms, who may not
have many SEC-registrant clients, would be burdensome. Should the standard make an
exception to the peer review requirementfor non-U.S. firms? Why or why not?
Response

In our opinion, the peer review requirement in paragraph fourteen of the ED should be deleted.
We believe that inclusion of a peer review requirement in an independence standard is unusual,
has the effect of unnecessarily distinguishing this standard from existing standards, establishes a
piecemeal peer review requirement and also establishes a precedent for future standards. Any
standard adopted by the ISB would in fact be considered by peer reviewers in their planning and
performance of their review of the independence, integrity and objectivity element of a firm’s
quality control system.. Specifying the nature and scope of peer review procedures in an
independence standard would inappropriately supplant the professional judgment of the peer
reviewer and operates to establish a peer review standard, which is not within the jurisdiction of
the ISB. Additionally, it is our understanding that certain foreign countries have laws prohibiting
audit firms from allowing outside firms access to its records. Accordingly, it is possible that
firms in such countries would not legally be able to comply with the standard. We urge the
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Board to remove these requirements in order to avoid serious problems that could arise and result
in inconsistent application of the standard.
Question 3:

Are there other safeguards that would be effective in protecting independence when auditfirm
professionals go to workfor an audit client? If so, please describe these safeguards.
Response

We believe that the safeguards proposed by the ED, with certain revisions and clarifications as
discussed elsewhere in our response, are sufficient to address the threats to independence that
result from the employment of former professionals with audit clients.
Question 4:

The proposed standard calls for full settlement of all capital accounts when former firm partners
join audit clients, regardless of the amount of time that has elapsed since their departure from
the firm. The standard also requires settlement of retirement balances in these situations when
the benefits are not both de minimus to the firm, andfixed as to amount and timing ofpayment.
In addition, retirement benefits must also be settled when a partner joins an audit client within
two years of leaving the firm.

When a firm professional other than a partner leaves to join a firm audit client, the proposed
standard calls for settlement of all retirement balances and otherfinancial interests that are not
both de minimus to the firm, andfixed as to amount and timing ofpayment. In addition, the firm
must also consider whether retirement benefits and otherfinancial interests should be settled
when a formerfirm professional (non-partner) joins an audit client within two years of leaving
the firm, based on the position that the professional has accepted at the client.

Are the distinctions in the proposed standard between the treatment of capital accounts and
retirement benefits appropriate? If not, why not? Are the distinctions between the treatment of
professionals that have joined audit clients within two years of their departure from the firm, and
those that join clients subsequently appropriate? Ifnot, why not? Are the distinctions between
the treatment offormerfirm partners and other professionals appropriate? If not, why not?
Response
Capital Accounts vs. Retirement Benefits

We believe the distinctions between capital accounts and retirement benefits are appropriate
based on the varying nature of each interest. Relative to retirement benefits, while we agree that
continuing financial interests can pose a threat to auditor independence, we believe that funded
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defined benefit retirement plans pose no threats to independence and warrant specific
consideration in the proposed standard.

Additionally, various types of IRS qualified defined benefit retirement plans do not legally allow
for the distribution of retirement benefits prior to participants attaining retirement age or some
age plus service requirement without significant amendments. Accordingly, compliance with
such a requirement will not be legally possible without jeopardizing the tax qualification of the
retirement plan as well as subjecting the plan to possible allegations of fiduciary malfeasance by
engaging in administrative discrimination in favor of highly compensated employees. We
believe that firm retirement obligations to any departing professional that are (i) funded (i.e.,
assets have been set aside in a separate trust, and such amounts are not accessible to the firm);
(ii) de minimus to the firm; and (iii) fixed in nature, do not represent a reasonable threat to
auditor independence. Under the above conditions, no settlement of benefits should be required
regardless of when the professional joins the client.
Two Year Distinction

The ED requires that retirement accounts be “settled in full whenever... a partner joins an audit
client within two years of his or her departure from the firm...” Our understanding of the
reasoning behind the two year requirement is that after such time, separation between the audit
firm and the former professional is considered by the Board to be more apparent and,
accordingly, fewer threats are perceived and fewer safeguards are needed. As stated in the
previous paragraphs, we believe the threats this provision is intended to mitigate are meaningful
only as related to unfunded retirement obligations. In addition, we believe that a two-year
requirement is not indicative of any particular milestones.
When a professional departs from a firm, we believe adequate separation between the
engagement team and the former audit firm professional exists after the new engagement team
has completed one audit cycle (i.e., completion of the next annual audit). We believe completion
of a full audit without the involvement of a former audit professional represents a significant
milestone allowing sufficient time for the threats to auditor independence discussed in the ED to
be sufficiently diminished due to the “distancing” that occurs through departure and lack of close
interaction with former colleagues.

Partners vs. Other Professionals

While the distinction between partners and other professionals is obvious as it relates to capital
balances and unfunded retirement benefits sometimes payable to partners, such distinctions fade
as they relate to funded retirement benefits. As previously stated, we believe that certain types of
retirement benefits do not pose a meaningful threat to independence and should not need to be
paid out.
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Alumni Tracking
While many audit firms have alumni programs, they do not necessarily have systems capable of
tracking the jobs that their former employees take. When payments continue to be made to firm
professionals, there could be a mechanism to allow the firm to obtain timely information on
location and employment changes. However, as is the case with most professionals below
partner, the financial tie other than vested retirement plans ends soon after they leave the firm
and firms then frequently lose track of the alumni. The requirement to “.. .consider whether
retirement benefits and other financial interests should be settled when a former firm
professional (non-partner) joins an audit client within two years...” has some serious practical
issues associated with implementation, including cost/benefit considerations. We believe the
board should further explore these issues, whether the time period is one audit cycle or two years
for non-partners.
Question 5:

Is the proposed effective date of the standard appropriate? If not, why?

Response

We believe that approximately 90 days is needed to appropriately revise certain arrangements,
adjust firm policies, and communicate matters to firm professionals. Accordingly, we believe an
appropriate effective date is approximately three months after the final standard is issued by the
Board and can be applied under SEC rules.
Additional Comments
While we acknowledge the basis for the threats to independence conveyed in paragraphs 3a and
3b, we believe that the threats noted in paragraph 3c are valid only under certain circumstances.

We believe a threat to independence exists only when a departing professional has knowledge
regarding specific procedures to be performed prior to the audit team's decision to communicate
such information to the audit client (e.g., specific accounts to be tested, inventory observation
sites, etc.). We believe that the threat to independence currently highlighted in paragraph 3c
should be revised to address the narrow circumstances in which the integrity of an audit would
actually be compromised.

We believe that the examples illustrated in paragraph four have little relevance and lack
substantive basis with respect to the firms that audit the vast majority of SEC registrants.
Further, we believe that highlighting such perceived threats in the ED has the effect of giving
prominence and validating a threat that is virtually, if not completely, non-existent among global
firms that audit SEC registrants.
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Finally, paragraph twelve of the ED introduces review requirements for employment positions
that involve “significant interaction with the audit team”. Paragraph twelve would require the
audit firm of the departing professional to subject the next audit to “...review either prior to
report issuance, or under the firm’s next annual inspection procedures...” Although the
terminology used is unclear, the provision appears to require firms to perform either an
undefined review of the engagement or submit the engagement to practice review the following
year. Such a requirement is likely to result in reviews that are not sufficiently timely to
appropriately mitigate risks. Additionally, such a requirement may result in subjecting many
engagements to practice reviews when any level of firm professional has accepted employment
with a client in a capacity that has “significant interaction with the audit team”, resulting in a
burdensome process and potentially disrupting audit firm practice reviews. We believe
suggestions for requiring formal internal consultations (see response to question one) will also
eliminate the need for the above review requirements.

*****
If you have any questions concerning our comments, please contact Robert J. Kueppers at
(203) 761-3579, Richard M. Goligoski at (203) 761-3423, or Jeffrey D. Schaberg at (203)
761-3632.
Sincerely,
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March 9, 2000

Donna McCluskey, CPA
Chair, Committee of Professional Conduct
Board of Accountancy
2000 Evergreen Street, Suite 250
Sacramento, CA 95815-3832
Dear Ms. McCluskey:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.

William J. Cashin Jr, CPA, CFA
Director

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

-STATE Or CALIFORNIA — STATE AND CONSUMER SERVICES AGENCY

GRAY DAVIS, Governor

BOARD OF ACCOUNTANCY
2000 EVERGREEN STREET, SUITE 250
SACRAMENTO, CA 95815-3832
TELEPHONE: (916)263-3680
FACSIMILE: (916) 263-3675
WEB ADDRESS: http://www.dca.ca.gov/cba
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March 1, 2000
Mr. Arthur Siegel, Executive Director
Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775
Dear Mr. Siegel:

Thank you for the opportunity to comment on Exposure Draft 99-2 - “Employment with Audit
Clients.” The views below represent the thoughts of individual committee members of the
California Board of Accountancy and do not purport to state the official view of the Board. It
is anticipated that the Board will discuss these issues at a future meeting.

We have elected not to respond to every question in the Exposure Draft and have focused
on what we see as the key issues from our perspective.
In general, we believe that any standard issued by the Independence Standards Board (ISB)
should provide complete and appropriate guidance to the practitioner on the topic
addressed. It should not incorporate implicitly, guidance previously issued by other bodies.
Rather the ISB should therefore provide more complete explanations and guidance (whether
by cross reference to materials issued by other bodies or by issuing its own explanatory
materials).
In particular, we believe more explicit guidance (either within the standard or in an appendix)
should be provided on the following topics: 1) when a “situation involving potential
employment considerations” commences, 2) how a “situation” can be resolved without action
by the audit firm, and 3) how the standard should be applied to affiliations (whether domestic
or international) that are commonly formed by smaller audit firms. These affiliations have
differing levels of cooperation and may or may not be exclusive arrangements.

We appreciate this opportunity to comment.

Sincerely,

Donna McCluskey, CPA
Chair, Committee on Professional Conduct

c: Members, California Board of Accountancy
Paul Koreneff, CPA, Chair, Qualifications Committee
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March 8, 2000

Mr. Richard L. Gibbs
TIAA-CREF
730 Third Avenue
New York, NY 10017-3206
Dear Mr. Gibbs:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

Teachers Insurance and Annuity Association
College Retirement Equities Fund
730 Third Avenue, New York, NY 10017-3206
212 490-9000
1 800 842-2733

Richard L. Gibbs

Executive Vice President

(212)916-4900
(212)916-6230

Tel.
Fax

RGibbs@TIAA-CREF.ORG EMail

March 6, 2000
Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775

Re: ED 99-2
Dear Board Members:
TIAA-CREF is highly supportive of the efforts of the Independence Standards Board in
developing appropriate standards to safeguard the independence of the audit in situations where audit
professionals accept employment with audit clients. We would like to provide some brief comments
to two of the questions for respondents.
Question 1

We are supportive of the flexible approach developed to assure the objectivity and
impartiality of the audit work, both prior to and subsequent to employment of the audit professional.
We are also in agreement that the standard needs to be sufficiently broad in scope, covering all audit
firm professionals. While appropriate judgments will need to be made in particular circumstances,
there is no lack of clarity with respect to the intent of the standards. Full reporting and disclosure
to the audit committee, and independent review of compliance are critical in ensuring ongoing
effectiveness of the safeguards. We are also supportive of the Board's contention that a mandated
“cooling-off period" would not be an appropriate solution.
Question 4

With respect to the proposed standards relating to retirement benefits, the dual requirement
based on magnitude (de minimus or not) and type (fixed vs dependent on firm profitability) seem
appropriate. We appreciate the Board's concern about the “appearance* (but not the substance) of
independence in connection with other retirement benefits for recent (within 2 years) employment
of audit firm partners, and the mandatory full settlement of such retirement benefits only for
partners. Other professionals would presumably be considered on a case-by-case basis.

One suggestion would be to eliminate the distinction between former firm partners and other
professionals only with respect to the 2-year rule. Appropriate judgements could then be made
based on the individual circumstances.

continued
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We appreciate the opportunity to comment on these important issues. If we can be of any
further assistance, please let us know.
Sincerely,

Richard L. Gibbs
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March 8, 2000

Mr. John M. Guinan
KPMG
280 Park Avenue
New York, NY 10017

Dear Mr. Guinan:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

280 Park Avenue

Telephone 212 909 5400

New York, NY 10017

Fax 212 909 5699

March 2, 2000

Independence Standards Board
1211 Avenue of the Americas
New York, New York 10036-8775

Board Members:

ED 99-2: Employment with Audit Clients
We appreciate the opportunity to comment on ISB Exposure Draft 99-2, Employment
with Audit Clients (the ED). Our responses to the ED’s specific questions follow.

Questions
Question 1. Rather than restricting the scope of the proposed standard to an arbitrary
group ofprofessionals joining audit clients in particular positions (e.g., partners joining
audit clients in responsible financial reporting positions), the standard recognizes that
the threats to auditor independence identified apply in differing degrees to a wide variety
ofprofessionals in a wide variety of situations. Therefore, the standard covers all firm
professionals leaving to join firm audit clients, and provides criteria to use in adapting
the specified safeguards to the facts and circumstances of the situation. Considering the
need to apply judgment to comply with the Standard, are its requirements sufficiently
clear?

Yes.
Question 2. The SEC Practice Section’s membership, and therefore, its peer review
program, do not include firms operating outside of the United States, even those affiliated
with U.S. firms. And while peer review programs have been adopted in certain other
countries, their use is not widespread. Consequently, under the proposed standard, many
foreign firms auditing SEC registrants may have to engage an independent practitioner
to assess and report on their compliance with these requirements. Some believe that
imposing such a requirement on foreign firms, who may not have many SEC-registrant
clients, would be burdensome. Should the standard make an exception to the peer review
requirement for non-U. S. firms? Why or why not?

KPMG LLP. KPMG LLP. a US. limited liability partnership, is
a member of KPMG International, a Swiss association.

We believe that the standard should not address the issue of peer reviews for foreign
firms auditing SEC registrants. The issue of a requirement of peer reviews of foreign
audit firms encompasses professional standards other than independence and
implementation issues well beyond the scope of this statement.
Question 3. Are there other safeguards that would be effective in protecting
independence when audit firm professionals go to workfor an audit client? Ifso, please
describe these safeguards.

We believe that the ED covers the appropriate safeguards.
Question 4. The proposed standard calls for full settlement of all capital accounts when
former firm partners join audit clients, regardless of the amount of time that has elapsed
since their departure from the firm. The standard also requires settlement of retirement
balances in these situations when the benefits are not both de minimus to the firm, and
fixed as to amount and timing ofpayment. In addition, retirement benefits must also be
settled when a partner joins an audit client within two years of leaving the firm.
When a firm professional other than a partner leaves to join a firm audit client, the
proposed standard calls for settlement of all retirement balances and other financial
interests that are not both de minimus to the firm, andfixed as to amount and timing of
payment. In addition, the firm must also consider whether retirement benefits and other
financial interests should be settled when a former firm professional (non-partner) joins
an audit client within two years of leaving the firm, based on the position that the
professional has accepted at the client.

Are the distinctions in the proposed standard between the treatment of capital accounts
and retirement benefits appropriate? If not, why not? Are the distinctions between the
treatment ofprofessionals that have joined audit clients within two years of their
departure from the firm, and those that join clients subsequently appropriate? If not, why
not? Are the distinctions between the treatment offormer firm partners and other
professionals appropriate? If not, why not?

The requirement to consider whether retirement benefits and other financial interests
should be settled when a former firm professional (non-partner) joins an audit client
within two years of leaving the firm, based on the position that the professional has
accepted at the client, may be difficult to implement. It is possible, for example for a
former manager or senior accountant from one part of the country to join an audit client
in another part of the country and for the auditor to be unaware of the prior employment
in the audit firm. We recommend that the requirement be dropped, since the threats to
independence are less.

Other than the comments above, we believe that the distinctions are appropriate.
Question 5, Is the proposed effective date of the standard appropriate? If not, why?

We believe that the standard should be effective only upon acceptance by the SEC.

***
If you have any questions about our recommendations and comments, please contact
John M. Guinan at 212-909-5449.
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March 6, 2000
Ms. Marilyn A. Pendergast
Chair, IFAC Ethics Committee
IFAC
535 Fifth Avenue, 26th Floor
New York, NY 10017

Dear Ms.Pendergast:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

Christine D. Bricker
Assistant Technical Director

Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

International Federation
of Accountants

535 Fifth Avenue, 26th Floor

Tel: (212) 286-9344

New York, New York 10017

Fax: (212) 286-9570

Internet: http://www.ifac.org

Email: mariahermann@ifac.org

28 February 2000

To:

Members of the Independence Standards Board

Re:

ED 99-2 - Employment with Audit Clients

The Ethics Committee of the International Federation of Accountants (IFAC) is pleased
to have this opportunity to respond to the Board’s invitation to comment on the Exposure
Draft on Employment with Audit Clients.

Q1.

Rather than restricting the scope of the proposed standards to an arbitrary
group of professionals joining audit clients in particular positions (i.e.
partners joining audit clients in responsible financial reporting positions),
the standard recognizes that the threats to audit independence identified
apply in differing degrees to a wide variety of professionals in a wide
variety of situations. Therefore, the standard covers all firm professionals
leaving to join firm audit clients, and provides criteria to use in adapting
the specified safeguards to the facts and circumstances of the situation.
Considering the need to apply judgment to comply with the Standard, are
its requirements sufficiently clear?

We concur with this, although the safeguards to be imposed would be dependent
upon these factors.
Q2.

The SEC Practice Section’s membership, and therefore, its peer review
program, do not include firm operating outside of the United States, even
those affiliated with U.S. firms. And while peer review programs have been
adopted in certain other countries, their use is not widespread.
Consequently, under the proposed standard, many foreign firms auditing
SEC registrants may have to engage an independent practitioner to assess
and report on their compliance with these requirements. Some believe that
imposing such a requirement on foreign firms, who may not have many
SEC-registrant clients, would be burdensome. Should the standard make
an exception to the peer review requirement for non-U.S. firms? Why or
why not?

It should certainly apply for international firms and their associated firms, and
international standards would apply. I FAC does not make rule to satisfy national
requirements.
We do not believe that it is appropriate for the ISB to require a peer review
standard outside the United States. Rules should be made deemed to be in the
best interests of US companies but not outside the US. An appropriate standard
would be one they could use in conjunction with ISAs and IASs.
Q3.

Are there other safeguards that would be effective in protecting
independence when audit firm professionals go to work for an audit client?
If so, please describe these safeguards.
Safeguards should not all be required but rather certain safeguards be applied to
certain situations where the reporting accountant would apply them to
appropriate circumstances.

Q4.

The proposed standard calls for full settlement of all capital accounts when
former firm partners join audit clients, regardless of the amount of time that
has elapsed since their departure from the firm. The standard also requires
settlement of retirement balances in these situations when the benefits are
not both de minimus to the firm, and fixed as to amount and timing of
payment. In addition, retirement benefits must also be settled when a
partner joins an audit client within two years of leaving the firm.
When a firm professional other than a partner leaves to join a firm audit
client, the proposed standard calls for settlement of all retirement balances
and other financial interests that are not both de minimus to the firm, and
fixed as to amount and timing of payment. In addition, the firm must also
consider whether retirement benefits and other financial interests should
be settled when a former firm professional (non-partner) joins an audit
client within two years of leaving the firm, based on the position that the
professional has accepted at the client.

Are the distinctions in the proposed standard between the treatment of
capital accounts and retirement benefits appropriate? If not, why not? Are
the distinctions between the treatment of professionals that have joined
audit clients within two years of their departure from the firm, and those
that join clients subsequently appropriate? If not, why not? Are the
distinctions between the treatment of former firm partners and other
professionals appropriate? If not, why not?
Where a reporting accountant has joined an assurance client both the practice
and the former reporting accountant should make sure that there remain no
significant connections between the practice and the former reporting
accountant. This includes taking steps to ensure that:
(a)
the former reporting accountant derives no retirement or other
benefits or payments from the practice unless these are made in
accordance with fixed pre-determined arrangements. In addition, any

amount owed to the former reporting accountant should not be such as to
appear likely to threaten or place at risk the practice’s independence; and
(b)
the former reporting accountant does not participate or appear to
participate in the practice’s business or professional activities.
Q5.

Is the proposed effective date of the standard appropriate? If not, why?
Date given will fall short of the time frame necessary to make sure the particular
standard is disseminated properly especially to firms outside the United States.

We trust these comments will be useful to the ISB and appreciate the opportunity to
provide them on behalf of the Ethics Committee.

Very truly yours

Marilyn A. Pendergast
Chair, IFAC Ethics Committee
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March 3,2000

Dr. Harald Ring
Federation des Experts Comptables Europeens
Rue de la Loi 83
1040 Bruxelles

Dear Dr. Ring:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Independence Standards Board
6th Floor
1211 Avenue of the Americas
New York, N.Y. 10036-8775
USA

Dear Sir or Madam,
Exposure Draft Employment with Audit Clients

Introductory remarks
The Federation des Experts Comptables Européens (FEE) welcomes the opportunity to comment on the
ISB Exposure Draft Employment with Audit Clients (the Exposure Draft)

In 1998 the European profession, through FEE, issued a policy paper called Statutory Audit
Independence and Objectivity, which sets out a common core of principles concerning independence
issues. This paper is currently under consideration by the EU Commission’s Committee on Auditing as
a basis for developing a European code of conduct. FEE provides a conceptual approach considering
the different kinds of threats which arise with respect to statutory audit independence and objectivity
and the possible safeguards, including incompatibilities, to offset these threats. Because most of the
specific situations in which statutory audit independence and objectivity are at risk, or perceived to be
so, are common in most of the European Union Member States, the document applies this approach to
the most important circumstances in which the independence of mind or in appearance of the statutory
auditor is at risk. A similar approach has been used by the Ethics Committee of the International
Federation of Accountants (IFAC) in its proposed current draft revision of the section on independence
on its Code ofEthics for Professional Accountants.
When considering the Exposure Draft, we have used the FEE conceptual approach as the basis for our
review, The American code of ethics by tradition uses a different approach. Therefore, if our
conclusions differ from those of the Exposure Draft, this does not necessarily imply that we disagree
with the latter, since they apply in the American context, and also worldwide for SEC registered clients.
Further we would like to point out that the FEE conceptual approach refers to all statutory auditors and
not only to auditors of listed companies - this is an important difference from the ISB objective, which
is to establish standards applicable to the audits of public entities.

Association Internationale reconnue par Arrété Royal en cato du 30 decembre 1986
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Employment relations with audit clients may give rise to self-interest threats where there remain
significant connections between the officer and his former firm. Similarly, there might be self-interest
threats if a principal or senior employee planning to leave the audit firm wished to ensure best
relationships with the client he intended to join.

In the common core of principles on statutory audit independence and objectivity published by FEE in
July 1998, FEE has therefore developed the following requirements concerning employment
relationships between the statutory auditor and the client company - the statutory auditor joins the
client:
a) Where a principal or senior employee of the audit firm has joined an audit client, in order to make
sure that there remain no significant connections between the officer and its former firm, the firm
should take steps to ensure that the officer.

i) derives no retirement or other benefits from the firm unless these are made in accordance with
pre-determined arrangements that cannot be influenced any remaining connections between the
officer and his former firm. In addition, any amount owed should not be such as to appear likely
to threaten the firm’s objectivity; or
ii) does not participate or appear to participate in the firm’s business or professional activities.
b) Additionally, to avoid the threat that would arise from the participation of a principal or a senior
employee in the conduct of an audit while knowing that he is to join the client, the statutory auditor
should therefore make appropriate provision in his procedures for further safeguards:
i) a requirement for immediate notification to the firm by a principal or senior employee on the
client audit of any substantive discussions concerning the possibility of joining the client.

ii) where the individual is to join the client or is involved in substantive negotiations with the client,
the removal from the audit team of any such principal or senior employee, coupled with a review
of any significant audit judgements made by such principal or senior employee.

The comments have been prepared by the Ethics Working Party of FEE which has been authorised by
the Council to act on behalf of FEE in this matter.

Responses to specific questions

In the light of the above reflections we would like to take the opportunity to respond to the questions
for which comments are requested.
Q 1: Rather than restricting the scope of the proposed standard to an arbitrary group ofprofessionals
joining audit clients in particular positions (e.g., partners joining audit clients in responsible financial
reporting positions), the standard recognizes that the threats to auditor independence identified apply
in differing degrees to a wide variety ofprofessionals in a wide variety of situations. Therefore, the
Standard covers all firm professionals leaving to join firm audit clients, and provides criteria to use in
adapting the specified safeguards to the facts and circumstances of the situation. Considering the need
to apply judgement to comply with the Standard, are its requirements sufficiently clear?

-3-

Considering the need to apply judgement to comply with a proposed standard, FEE is of the opinion
that its requirements are sufficiently clear. In order to complete the enumeration of policies and
procedures in paragraph 6 FEE suggests to add the degree of involvement he or she had with the audit
engagement (see paragraph 17). In addition we would propose to delete from the issues mentioned “(d)
the length of time that has elapsed since the professional left the firm” since this overlaps and
contradicts the main text requirement of the need to employ safeguards within a term of one year
leaving the firm.

Q 2: The SEC Practice Section’s membership, and therefore, its peer review program, do not include
firms operating outside of the United States, even those affiliated with US firms. And while peer review
programs have been adopted in certain other countries, their use is not widespread. Consequently,
under the proposed standard, many foreign firms auditing SEC registrants may have to engage an
independent practitioner to assess and report on their compliance with these requirements. Some
believe that imposing such a requirement on foreign firms, who may not have many SEC registrants
clients, would be burdensome. Should the standard make an exception to the peer review requirement
for non-USfirms? Why or why not?

FEE takes the view, that the standard should not make an exception to the peer review requirement for
non-US firms, but that the external quality control systems which are established in EU countries
should be accepted as an equivalent given their sufficient high quality. FEE has carried out a survey
and published a study on “Continuous Quality Assurance - Statutory Audit in Europe” in April 1998.
In addition the European Commission will publish in due course a recommendation on minimum
requirements on quality assurance for the statutory audit in the EU. In this case there should be no
requirement for foreign firms auditing SEC registrants to engage an independent practitioner to assess
and report on their compliance with these requirements.

Q 3: Are there other safeguards that would be effective in protecting independence when audit firm
professionals go to workfor an audit client? Ifso, please describe these safeguards.

Referring to the above mentioned requirements of FEE in its common core of principles two additional
safeguards could be integrated:
■

the firm should take steps to ensure that the officer does not participate or appear to participate in
the firm’s business or professional activities;

■

whenever needed the appropriate organ of the committee of independent non-executive directors or
an audit committee should ensure that the person involved is not participating in the accounting or
financial reporting process of the company concerned during a specified period.

Q 4: The proposed standard calls for full settlement of all capital accounts when former firm partners
join audit clients, regardless of the amount of time that has elapsed since their departure from the firm.
The standard also requires settlement of retirement balances in these situations when the benefits are
not both de minimus to the firm, and fixed as to amount and timing ofpayment. In addition, retirement
benefits must also be settled when a partnerjoins an audit client within two years of leaving the firm.
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When a firm professional other than a partner leaves to join a firm audit client, the proposed standards
calls for settlement of all retirements balances and other financial interests that are not both de
minimus to the firm, and fixed as to amount and timing of payment. In addition, the firm must also
consider whether retirement benefits and other financial interests should be settled when a former firm
professional (non-partner) joins an audit client within two years of leaving the firm, based on the
position that the professional has accepted at the client.
Are the distinctions in the proposed standard between the treatment of capital accounts and retirement
benefits appropriate? If nor, why not? Are the distinctions between the treatment ofprofessionals that
have joined audit clients within two years of their departure from the firm, and those that join clients
subsequently appropriate? If not, why not? Are the distinctions between the treatment offormer firm
partners and other professionals appropriate? If not, why not?

a) In the view of FEE the distinctions in the proposed standard between the treatment of capital and
retirement benefits are appropriate. However, concerning the retirement benefits the decisive
criterion should be that they are made in accordance with pre-determined arrangements that cannot
be influenced by any remaining connections between the partner and his former firm.

b) The distinctions between the treatment of professionals that have joined audit clients within two
years of their departure from the firm and those that joined clients subsequently to a certain extent
seem to be arbitrary. This effect could be avoided if the above mentioned criterion of pre
determined arrangements would apply,
c) The distinction between the treatment of former firm partners and other professionals could be
questioned given the fact that it seems to be more decisive for evaluating possible threats to
independence to which degree the professional was involved in services related to the audit
engagement.

Q 5? Is the proposed effective date of the standard appropriate? If not, why?

In the view of FEE the proposed effective date of the standard seems to be appropriate with regard to
the target to avoid any taking advantage of undesirable opportunities.

We would be pleased to discuss any aspect of this letter you would like to raise with us.

Yours sincerely,

Dr. Harald Ring
Chairman, Ethics Working Party

Date:
3/2/00 1:28 PM
Sender: ISB
To:
sjameson@theiia.org
Priority: Normal
Subject: ED 99-2 Employment with Audit Clients

Mr. Bishop:

Attached is a letter in response to your work on Ed-99-2.
Thank you.

BishopResponseLtr3-200.doc
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Dear Mr. Bishop:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

William J. Cashin Jr, CPA, CFA
Director

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

Author: MIME:sjameson@theiia.org at INTERNET
Date:
2/29/00 3:39 PM
Priority: Normal
TO: isb@cpaindependence.org at INTERNET
CC: agoldstein@kpmg.com at INTERNET, pfshee@oub.com.sg at INTERNET,
leviatov@isdn.net.il at INTERNET, andrew.robertsonl@virgin.net at INTERNET,
cecil.bragg@dot.state.fl.us at INTERNET, chome@btamail.net.cn at INTERNET,
christopher.g.brown@atl.frb.org at INTERNET, clay.t.chilton@boeing.com at INTERNET,
dhermans@ksumail.kennesaw.edu at INTERNET, dmsvitek@uss.com at INTERNET,
dick_anderson@notes.pw.com at INTERNET, rmclaughlin@presidentiallife.com at INTERNET,
donkirkendall@email.msn.com at INTERNET, Jordan.glenda@bsc.bellsouth.net at INTERNET,
hockchyeong@worldbank.org at INTERNET, thomasj@eog.state.f1 .us at INTERNET,
swoboda.john@aaa-calif.com at INTERNET, keith.j.keller@arthurandersen.com at INTERNET,
klas.schoeldstroem@deloitte.se at INTERNET, Lafontai@allina.com at INTERNET,
Emacrae@nrcan.gc.ca at INTERNET, lvaurs@comptoir-des-entrepreneurs.fr at INTERNET,
martin.donnelly@americanexpress. ie at INTERNET, mcox@tvnz.co.nz at INTERNET,
mmoloney@miami.edu at INTERNET, clay@cobaf.unt.edu at INTERNET,
reichman@Cinergy.com at INTERNET, robertcyliu@hotmail.com at INTERNET,
sohrab.zargham@harrisbank.com at INTERNET, bcc@post.dk at INTERNET,
susanafinn@earthlink.net at INTERNET, iiaaus@ozemail.com.au at INTERNET,
Tjohnson@citgroup.com at INTERNET
TO: ISB at AICPA3
Subject: Response to ED 99-2 Employment with Audit Clients
Attached is The IIA's response to ISB ED 99-2 Employment with Audit Clients.
We will send a signed original copy via regular mail.

If you have any questions or problems with this e-mail, please contact Steve
Jameson at sjameson@theiia.org, or call 407-830-7600, ext. 225
Steve Jameson
Director, Technical Services

February 28, 2000

Arthur Siegel, Executive Director
Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775

Dear Art:
Thank you for the opportunity to comment on the Independence Standards Board’s (ISB)
Exposure Draft (ED) on Employment with Audit Clients (ED 99-2). The Institute of
Internal Auditors (HA) supports the development of guidance directed toward
independence implications of audit firm professionals going to work for the firm’s audit
clients. Our comments to the questions raised in the exposure draft are as follows:
Question 1

While we are supportive of allowing judgement in deciding how to apply this standard,
the possibility exists for different reviewers to reach different conclusions. The factors to
be considered as listed in paragraph six are useful, however, the standard would be more
helpful if it included examples of how to apply these factors to specific situations.
Question 2
Our intuition suggests there should be some type of exception or exemption in certain
situations. For example, factors such as the size or materiality of the client and the firm
relationship may need to be considered. How will the ISB enforce this standard with
non-US firms? Would the Securities and Exchange Commission (SEC) refuse to accept a
registrant’s financials audited by a non-US firm who does not subscribe to a peer review
process? We believe this question deserves more study by the ISB.

Question 3

We believe there are additional safeguards that could be applied to the situations covered
by this exposure draft. Specifically, public accounting firms should be encouraged to
adopt a code of conduct and conflict of interest reporting procedures that would include
the situations described in this exposure draft. Further, situations described in this
exposure draft should be included in the external auditor’s independence report to the
client audit committee as called for by ISB Standard 1 and the AICPA’s SAS #61
Communication with Audit Committees. Such requirements should be incorporated into
this standard.
Question 4

The guidance described in the standard related to settlement of capital and retirement
accounts appears to be clear. Obviously there would be tax and ERISA considerations in
these situations. To further enhance the clarity of the standard’s guidance it would be
helpful to include a table showing the different distinctions discussed.

Question 5
The proposed effective date appears okay for application to individuals for reporting
purposes as well as to firms for adopting requirements to implement and track
information to demonstrate compliance with the standard. Consideration may need to be
given to a different effective date for application of the peer review process.

Overall, we believe the exposure draft provides useful guidance to those who may be
faced with employment considerations involving audit clients of a firm.
Established in 1941, The Institute of Internal Auditors is an international professional
organization with world headquarters in Altamonte Springs, Florida. The IIA has
approximately 70,000 members in internal auditing, governance, internal control, IT
audit, education, and security. With representation from more than 100 countries, The
Institute is the acknowledged leader in standards, certification, education, research, and
technological guidance for the profession worldwide.
Thank you for the opportunity to offer our comments on this very challenging issue.
Sincerely,

William G. Bishop III, CIA
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March 2, 2000

Dewitt Bowman, CFA
AIMR
560 Ray C. Hunt Drive
P.O. Box 3668
Charlottesville, VA 22903-0668

Dear Mr. Bowman:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.

Sincerely yours,

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Ms. Georgene B. Palacky
AIMR
560 Ray C. Hunt Drive
P.O. Box 3668
Charlottesville, VA 22903-0668

Dear Ms. Palacky:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, ‘‘Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.
The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.

William J. Cashin Jr, CPA, CFA
Director

Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org

Charlottesville • Hong Kong
560 Ray C. Hunt Drive • P.O. Box 3668
Charlottesville, VA 22903-0668 USA
Tel: 804-951-5499 • Fax: 804-951-5262
Email: info@aimr.org • Internet: www.aimr.org
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February 29, 2000
VIA E-MAIL
Arthur Siegel, Executive Director
Independence Standards Board
6th Floor
1211 Avenue of the Americas
New York, New York 10036-8775

RE: ED 99-2, Employment with Audit Clients

Dear Mr. Siegel:
The Association for Investment Management and Research (AIMR)1 is pleased to comment
on the Independence Standards Board’s Exposure Draft on Employment with Audit Clients. The
Audit Subcommittee of the AIMR Advocacy Advisory Committee (AIMR Committee)2 offers its
comments below.
Background

The Independence Standards Board has issued a proposed standard to address independence
issues that could result when audit firm professionals are hired subsequently by the firm’s audit
client. The proposed standard requires audit firms to implement several safeguards for maintaining
independence if audit clients hire their professional staff within one year of leaving the firm.
However, the proposed standard would not apply when a former firm professional joins the board of
directors of a firm audit client as a non-executive director because they are not employees of the
client.

The application of the proposed standard will vary depending on the position held by the
professional within the audit firm prior to accepting employment with the audit client. The Board
concluded that potential threats to independence were greater when a partner accepts a position with
a client than when professionals with lower levels of responsibility do so. The ED identifies the
following potential threats that could result from such client hires, and thereby, affect the firm’s
independence and objectivity when auditing the client:
1 The Association for Investment Management and Research is a global, nonprofit organization of over 40,000
investment professionals from 91 countries. Through its headquarters in the U.S. and 94 Member Societies and
Member Chapters throughout the world AIMR provides global leadership in investment education, professional
standards, and advocacy programs.

2 The Advocacy Advisory Committee coordinates the priorities of AIMR’s Advocacy committees and reviews major
new regulatory, legislative, and other developments affecting AIMR’s global membership.

Setting a Higher Standardfor Investment Professionals WorldwideSM

AIMR letter to ISB
ED 99-2, Employment with Audit Clients
February 29, 2000
Page 2

(1) reluctance to challenge the decisions of the former partner or professional affecting
appropriate skepticism and maintaining objectivity;
(2) impairment of objectivity and proper judgment regarding audit professionals who have
resigned to accept positions with the audit client; and
(3) reduced effectiveness of future audits of that client due to familiarity with the audit
approach and testing strategy.

Discussion

The AIMR Committee believes strongly that there are potential threats, and in some cases,
actual impairment to an audit firm’s independence and effectiveness when professionals accept
positions with a client during the audit engagement or soon after the audit is completed. The
proposed safeguards, requiring audit firms to implement certain policies and procedures, are
necessary to ensure the firm’s continued objectivity and effectiveness when a client hires
professionals from its audit firm. Although the safeguards may not completely eliminate the
potential threats to independence, they do provide guidelines for monitoring and addressing
situations that could significantly affect auditors’ independence. The AIMR Committee provides
recommendations for improving the effectiveness of the proposed standard following the
discussion.

Given today’s tight employment market, the AIMR Committee concurs with the Board’s
conclusion to reject a mandatory “cooling-off period,” prohibiting clients from hiring audit firm
professionals, or a rule stipulating that an audit firm’s independence is impaired when its
professionals accept key positions with current audit clients. Such a restriction or rule would hinder
the audit firm’s ability to recruit candidates with the desired skills and knowledge as well as the
client’s ability to benefit from the professionals’ industry expertise and knowledge of the client.
Furthermore, audit clients could incur significant costs if required to engage a new audit firm
whenever they hire senior-level professionals, such as an engagement partner, from their current
audit firm. The AIMR Committee believes that the costs to implement and maintain such controls
would, in most cases, exceed the benefits derived.
A. Proposed Safeguards

Under the proposed standard, audit firms would have the discretion in how to apply the
required policies and procedures depending on the employment situation. The firm’s application of
the standard would depend on several factors, including:
(1) position held by the departing professional;
(2) circumstance surrounding departure, e.g., voluntary versus involuntary;
(3) level of position accepted at the client;
(4) time elapsed since departure from the firm;
(5) duties performed, and when, relating to the audit client; and
(6) other facts or circumstances that could affect the firm’s independence.

AIMR letter to ISB
ED 99-2, Employment with Audit Clients
February 29,2000
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Constantly changing business environments create different circumstances and situations
even though several factors surrounding the employment may be similar. Thus, the AIMR
Committee believes that a set list of procedures, or a “boilerplate” approach to address employment
with audit clients, is not an effective way to maintain a firm’s independence. A firm needs to
exercise judgement in evaluating the circumstances surrounding each employment situation.
Although, the AIMR Committee agrees with the Board’s conclusion, in permitting
discretion on a case-by-case basis, some members of the committee have concerns about the
effectiveness of such an application. These members believe that the standard, as currently written,
does not clearly delineate the level of safeguards required. For example, the required safeguards for
an employment situation involving an engagement partner are mentioned throughout various parts
of the proposed standard. The AIMR Committee believes that the standard would be more effective,
and applied more consistently, if the requirements were organized based on the level of the
professional. This organization could be displayed in an appendix or exhibit to the standard.
However, it should be clearly noted that this appendix or exhibit is to be used as guide, and not as
the list of the only required procedures because other factors could affect the audit firm’s
independence as a result of the employment.

Peer Reviews
The proposed standard would require audit firms to have a peer review at least every three
years, such as those conducted by the SEC Practice Section of the American Institute of Certified
Public Accountants. The scope of the peer review would be to evaluate the firm’s compliance to the
proposed standard. In addition, an independent party, such as the Public Board Oversight, would
oversee the peer review program to assess if safeguards are effectively implemented. Currently,
such an oversight program is not implemented globally.
The AIMR Committee strongly supports the Board’s proposal to require such a review since
audit firms have discretion in the adaptation and application of the proposed standard. Foreign firms
that audit SEC registrants should also be required to have similar peer reviews even though no
formal oversight program is in place. Furthermore, the requirement for foreign firms should not be
based on how many audit clients are SEC registrants. The AIMR Committee believes it would be
difficult to determine whether firms are or are not exempt based on the number of SEC registrants
because of variances in market capitalization and other significant factors pertaining to each SEC
registrant. Users of financial statements should be assured that all audit firms are in compliance
with this standard once it is issued and becomes effective.

Settlement of Financial Interests
The proposed standard requires former partners of an audit firm to liquidate all capital
accounts once employed by an audit client. These former partners are also required to liquidate all
retirement balances when balances are not de minimus to the firm, and fixed as to amount and
timing of payment, regardless of the amount of time elapsed since their departure from the firm.
The latter requirement would also apply to audit professionals who were not partners of the firm.
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The AIMR Committee believes that the distinctions in the proposed standard are appropriate
for the treatment of capital accounts and retirement benefits. However, the proposed standard fails
to define how to measure de minimus in determining whether retirement funds should be liquidated
or not. The AIMR Committee recommends that criteria (both quantitative and qualitative) be
developed to measure whether retirement accounts are de minimus. For example, defined
contribution plans often stipulate that on termination of employment certain balances below an
amount must be either distributed and/or transferred to another qualified plan at the discretion of the
participant. Such requirements should apply and be modified to meet the time restrictions of the
proposed standard.

B. Other Safeguards
Currently, the proposed standard does not require any disclosure to financial statement users
regarding the employment of audit firm professionals with audit clients. The AIMR Committee
strongly recommends that users of financial statements should be provided some form of disclosure
for certain employment situations. The audit firm or audit client should be required to disclose when
a partner or senior audit professional has accepted a key position, such as CEO, COO, or CFO, with
the audit client, indicating the previous position with the audit firm. In addition, the disclosure
should be made in a timely manner, i.e., within five calendar days after the employment occurs.
Effective disclosure provides information that is important to users of financial information in
assessing the independence and objectivity of the information provided to them.
CONCLUSION

The AIMR Committee appreciates the opportunity to provide comments on this Exposure
Draft regarding the proposed standard for employment with audit clients. Should you have any
questions or need elaboration with regards to the Committee’s comments, please do not hesitate to
contact Dewitt Bowman, CFA, at 415.389.0410 or dfbowman@aol.com; or Georgene Palacky at
804.951.5334 or gbp@aimr.org.

Sincerely,

Dewitt Bowman, CFA
Chair, Audit Subcommittee
AIMR Advocacy Advisory Committee

Georgene B. Palacky
Associate, Advocacy
AIMR Advocacy Program
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Mr. Barry Barber
Grant Thornton LLP
399 Thornall Street
Edison, NJ 08837

Dear Mr. Barber:
Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, “Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org
Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

William J. Cashin Jr, CPA, CFA
Director
Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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Mr. John Archambault
Grant Thornton LLP
399 Thornall Street
Edison, NJ 08837
Dear Mr. Archambault:

Thank you for taking the time to respond to our Exposure Draft,
(ED) 99-2, ‘'Employment with Audit Clients.” Public comments
from interested parties on our proposal enhances our processes, but
also assists us toward our goal of providing leadership in improving
auditor independence standards. Your letter will be distributed to
all Board members, and your comments will be considered by the
Board in it deliberation on this issue. In addition, your letter will be
placed in our public files.

The Board is expected to discuss comments received on the
Discussion Memorandum at a future Board meeting. Meetings of
the Board are open to the public, or you can listen by telephone.
Information on accessing the meeting will be posted to our website
www.cpaindependence.org

Thank you again for your comments, and we hope you continue to
participate actively in our work.
Sincerely yours,

William J. Cashin Jr, CPA, CFA
Director
Christine D. Bricker
Assistant Technical Director

Arthur Siegel
Executive Director

1211 Avenue of the Americas, New York, NY 10036-8775
(212) 596-6133 • fax (212) 596-6137
Web site: www.cpaindependence.org
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February 29, 2000

Independence Standards Board
1211 Avenue of the Americas, 6th Floor
New York, NY 10036-8775

Attn: ED 99-2
Gentlemen:
Grant Thornton LLP is pleased to submit this comment letter to the Independence Standards
Board with regard to ED 99-2, Employment with Audit Clients.
We support the issuance of a final standard and strongly agree with the Board’s conclusion that
the threats to auditor independence when a professional leaves the firm to join an audit client
can be mitigated by establishing appropriate safeguards and that a "cooling-off period” is
unnecessary.
With regard to the specific questions outlined in the Exposure Draft, we have the following
comments:

Q1 .
Rather than restricting the scope of the proposed standard to an arbitrary group
of professionals joining audit clients in particular positions (e.g., partners joining audit
clients in responsible financial reporting positions), the standard recognizes that the
threats to auditor independence identified apply in differing degrees to a wide variety of
professionals in a wide variety of situations. Therefore, the standard covers all firm
professionals leaving to join firm audit clients, and provides criteria to use in adapting
the specified safeguards to the facts and circumstances of the situation. Considering the
need to apply judgment to comply with the Standard, are its requirements sufficiently
clear?
While we agree that the safeguards implemented by a firm should be dependent on the
various criteria listed in paragraph 6 of the Exposure Draft, which includes
consideration of the position of the departing professional at the audit firm, we suggest
the scope of the Standard be reconsidered.

An accounting firm would be required to adopt and apply the safeguards detailed in
the Standard when a partner or other professional joins an SEC audit client within one
year of leaving a firm. We question the necessity and practicality of tracking the
399 Thornall Street
Edison, NJ 08837
Tel: 732 516-5500
Fax: 732 516-5502

Grant Thornton
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whereabouts of all professionals, regardless of their status and whether or not they
worked on the audit, for one year after they leave a firm. We recommend that the
safeguards (other than for a hire from the firm directly to the SEC audit client in a
responsible financial reporting position) should apply only to partners and those in a
position to influence the audit.

Q2.
The SEC Practice Section’s membership, and therefore, its peer review program,
do not include firms operating outside of the United States, even those affiliated with
U.S. firms. And while peer review programs have been adopted in certain other
countries, their use is not widespread. Consequently, under the proposed standard, many
foreign firms auditing SEC registrants may have to engage an independent practitioner
to assess and report on their compliance with these requirements. Some believe that
imposing such a requirement on foreign firms, who may not have many SEC-registrant
clients, would be burdensome. Should the standard make an exception to the peer review
requirement for non-U.S. firms? Why or why not?
We are among those with the view that the standard needs to have an exception to the
peer review requirement for non-US firms. While we understand the objective of the
proposed requirement as it relates to US firms that are not members of the SECPS; we
believe this requirement would be overly burdensome to a foreign auditor. Also, the
wording of the sentence addressing those firms that are not subject to at least tri-annual
peer review leaves open the question as to whether the outside practitioner must
review all such engagements or only a portion. The broadness of the standard’s
applicability (i.e., to all professionals) leads to our conclusion that its application is
burdensome, causing it to be nearly impossible to apply for a foreign firm. We note
that should our recommendation that the standard only apply to partners who accept
a position at an SEC audit client within one year, or those joining the client directly
from the audit firm be adopted, that our objection to this provision is lessened.
As the Board is aware, the AICPA’s SEC Practice Section has recently adopted a
membership requirement governing international filings which in substance requires
involvement by someone knowledgeable about US standards as a filing reviewer and
that a sample of these engagements be included in an inspection program. We suggest
that the ISB request the SECPS to modify this requirement so the firms can review the
independence compliance requirements at the time inspection procedures are
performed.

Q3.
Are there other safeguards that would be effective in protecting independence
when audit firm professionals go to work for an audit client? If so, please describe these
safeguards.
We suggest the following additional safeguard be considered:

While planning the audit with the client, audit firms should remind clients that
discussions with firm personnel regarding employment could pose a threat to the
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firm’s independence and request that the firm be informed prior to such discussions so
that appropriate safeguards can be implemented. Consideration should also be given
to requesting, at the conclusion of the audit, representations from management
confirming that no such employment discussions took place during the audit.

Q4.
The proposed standard calls for full settlement of all capital accounts when former
firm partners join audit clients, regardless of the amount of time that has elapsed since
their departure from the firm. The standard also requires settlement of retirement
balances in these situations when the benefits are not both de minimus to the firm, and
fixed as to amount and timing of payment. In addition, retirement benefits must also be
settled when a partner joins an audit client within two years of leaving the firm.

When a firm professional other than a partner leaves to join a firm audit client, the
proposed standard calls for settlement of all retirement balances and other financial
interests that are not both de minimus to the firm, and fixed as to amount and timing of
payment. In addition, the firm must also consider whether retirement benefits and other
financial interests should be settled when a former firm professional (non-partner) joins
an audit client within two years of leaving the firm, based on the position that the
professional has accepted at the client.
Are the distinctions in the proposed standard between the treatment of capital accounts
and retirement benefits appropriate? If not, why not? Are the distinctions between the
treatment of professionals that have joined audit clients within two years of their
departure from the firm, and those that join clients subsequently appropriate? If not,
why not? Are the distinctions between the treatment of former firm partners and other
professionals appropriate? If not, why not?
We are not in support of a “full-payout” requirement in situations where the capital
account and retirement benefits due to the former partner are de minimus to the firm.
A requirement to “cash out” a former partner can have severe adverse tax impacts on
the partner. In addition, often times the former partner is overly enriched due to the
desire to rapidly conclude on a payout amount due to independence considerations.
The independence threats are minimal when a firm owes capital benefits and
retirement payments to the former partner in amounts de minimus to the firm. In
light of this minimal threat, we urge the Board to rethink the full payout provisions
that are currently required and that continue in the Exposure Draft. We believe that
the requirements of AICPA Code of Professional Conduct, Interpretation 101-2,
Former Practitioners and Firm Independence, provides sufficient safeguards to protect a
firm’s independence when dealing with former partners and suggest that the Board
consider the adoption of similar standards.

If the Board concludes, however, that all capital balances between the firm and the
former partner must be settled in full regardless of materiality or the length of time
that has elapsed since the partner’s departure from the firm, then we do not believe
that the treatment for capital accounts should differ from that proposed for retirement
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benefits. Specifically, capital accounts should also be permitted to be funded through a
“Rabbi Trust” and subject to the same materiality and fixed term requirements as for
retirement benefits under the proposed Standard.

Is the proposed effective date of the standard appropriate? If not, why?

Q5.

We believe that the effective date of June 30, 2000 is appropriate.

Other Comments
1.

Paragraph 14 provides that members of an established peer review program shall
ensure that the scope of the peer review performed includes an evaluation of the
firm’s compliance with the provisions of this standard. We concur with this
requirement. However, we do not believe that it is appropriate for a professional
standard to specifically require that an oversight body such as the Public Oversight
Board be involved in setting the scope of an individual firm’s peer review.
Consequently we suggest that the reference to an oversight body be eliminated.

2.

We question why the project excluded situations when a former professional joins
the Board of Directors of an SEC client as a non-executive director. While we do
not believe that the safeguards necessary need to be the same as those outlined in
the proposed standard, we recommend that the Board provide guidance, especially
in the area of repayment of capital balance and retirement benefits, in these types
of situations.

*****
We appreciate this opportunity to comment. We would be pleased to discuss in further detail
these comments and any other matters with respect to the Board’s Exposure Draft. Please feel
free to contact Barry Barber at 732-516-5550 or John Archambault at 312-602-8701.
Sincerely,

Grant Thornton LLP

Page 4

